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environment. This series of
articles is supported by The Royal Bank of Scotland.
Other articles printed in The Treasurer in the series
are exploring such issues as risk management
strategies in the current environment; case studies
on funding options; and a roundtable where leading
market figures will discuss the issues raised by the
series in more detail.
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does become higher with bonds and asset-backed securitised paper.
Treasurers need to know what they are doing and need to be
operating in an environment where the investment strategy has been
set out and the amount of investment in particular instruments is
clearly understood. The key questions are the old ones: what is the
probability of default and what is the value at risk (VAR)? Is it better
to put cash with five products with AA rating or all your money with
one triple A? The truth is treasurers aren’t always that scientific. One
control that seems fairly widespread is that the monetary limit that
can be placed with other banks is substantially lower than the
designated main bank.

Treasurers also have to ensure that they spend the right amount of
time on looking after spare cash. Where does it sit in the list of
priorities? Treasurers who actively manage the cash seem to spend
part of each day speaking to their brokers and looking at how much
cash they have and what they should do with it. Though one
treasurer, who reckons he does 5-10 trades a month on average, said
that he did not want to have to speak to his broker every day due to
other time pressures. Treasurers have to balance the satisfaction of
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Box 1. Investment case study

At the beginning of 2005 a company concluded an asset sale, the proceeds of
which were received in early March. The company wanted to set aside the
funds against a future payment which is expected to fall due in 2006. The
objective was to invest these proceeds to generate the highest return prior to
the payment date. The company sees no great need for liquidity.

As a large company, the business had a number of banking relationships. It
knew that there would be intense competition to look after its money. The
company would consider splitting up the sale proceeds between banks in
certain cases. On investigation the company found that most banks had
variations on a basic term deposit on offer and were competing mainly on rate.
RBS decided to take a slightly different tack with a structured deposit that
combined a Special Interest Bearing Account (SIBA) with a FTSE linked deposit
with 50% of the funds in each account.

Although RBS is not principal banker to the company, the innovative nature
of the proposal resulted in the company deciding to invest a substantial
amount of the money in the RBS structure.

Being a long-term investor in the UK stock market, the company had a
definite view on where stock prices were going. At the time the FTSE 100 was
trading just above 5,000 and the company was concerned about a
retracement from that level in the short term but still positive on equities in the
longer term. Therefore a structure was created that allowed the company to
participate in 60% of the FTSE return above a level of 4,900 (this adjustment
to the starting level is made by altering the client participation in the index
movement). This equalled a discount of 2.5% over the 4 March close, the date
RBS submitted its bid. The company’s return will be the difference between
this starting value and the average FTSE close over an eight month period. An
average over a period was chosen, rather than a specific day, to avoid the
company being priced against a final ‘spike in the market’. As long as the
deposit is held to maturity the principal is fully protected.

Given that the company does not believe it will have to draw against this
money prior to maturity it is not concerned about capital protection prior to
maturity. RBS suggested to the customer that it put the remaining 50% of the
money into a SIBA account with instant access that would provide a base rate
plus return. Although the company says it is not concerned about liquidity it
might want the flexibility of responding to new, unanticipated investments
given the increased turnover in the industry. The SIBA account although
dedicated to a specific requirement, could then be used as a more general
pool of funds should the need arise. An additional benefit is that the SIBA
account is fully capital guaranteed.

finding a few more basis points with the time that it has taken.

Although there are difficulties in managing cash on a daily basis,
treasurers faced with swelling cash in the business current account
need to ensure that they are sweating the cash asset as hard as any
other. Even with an attitude that says prudence is paramount the
options are there.

Peter Williams is Editor of The Treasurer.
For further information on the issues raised in this series please
contact RBS Financial Markets lain Boot (020 7085 3332
iain.boot@rbos.com) or Peter Ryan-Bell

(020 7085 1548 peter.ryan-bell@rbos.com) or

Robert Begbie (Short Term Investor Solutions 020 7.2 RBS
7085 3074 robert.begbie@rbos.com).
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